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CHAPTER 13
MANAG NG | NTERNAL AUDI T CPERATIONS

A. PURPOSE

This chapter covers the responsibilities of audit management for ensuring
that audits conducted f wlf ill the mssion and responsibilities approved for the
DD internal audit organizations by the |eadership of the Department of Defense
and the MIlitary Departments, that resources are enployed ef f iciently and
effectively, and that audits conformto generally accepted government auditing
standards and DaD internal audit policies and procedures.

B. APPLICABILITY

This chapter applies to the baD internal awdit organizations. Wile 1i-
ance with this chapter is not required of internal review and nonappropriatog?
fund audit organizations, those organizations are strongly encouraged to apply
the policies, as appropriate.

C. STANDARDS AND POLICIES

Sections 600 and 700, pod Internal Auditing Standards (Chapter 2 of this
Manual ) , include nine standards applicable to the management of a baD internal
audit organization. camplete gui dance for two standards and a portion of the
gui dance for two others are covered in this chapter. Policy guidance for the
remaining standards is provided in the other chapters of the Mnual. The
followng identifies the applicable chapter (s) for the nine standards:

St andar d Chapter
610- Organization 13
620- Policies and Procedures 13
630- Scope and Responsibility 5
640- Determnation of Audit Priorities 5
650 - Pl anning 5 &.13
660 - Coordination 6
670- Internal Audit Organization 4, 11 & 13

Qual i fications
680- Personnel Mnagement and Devel opnent 4
700 - Quality Assurance 14

The fol lowi ng sections discuss standards 610, 620, 650 and 670.
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D. ORGANIZATION

1. General Quidance

_ a. The head of each DoD internal audit organization shall report

directly to the Secretary or Deputy and/or Under Secretary of the applicable DD
Camponent . No internediary organizational element within the DoD Component Shal |
exercise technical direction over the applicable poointernal audit organization.

b. The bad internal audit organization shall be structured to help
ensure that audit resources are deployed efficiently and effectively and to
foster coordinated, balanced, and integrated accomplisment of the organization’s
m ssion, goals, and objectives.

c. The methods of recruiting, staffin%, and training of personnel
resources shall ensure the mssion and responsibilities of the DoD internal audit
organi zation are supported. \Wile the audit organi zation should not be struc-
tured arf)ugld avai | able skills, full advantage shall be taken of those skills that
are available.

d. The paD internal audit organization shall reflect the unique audit
needs of the Mlitary Departments and Agencies. \Wether this is done by func-
tion, by parallel structure, or by sane combination of both, the way in which
each off ice is organized should sinplify, and not canplicate, the ability of

audit personnel to review the MIlitary Departnment or Agency prograns and
operations.

2. Resource Requirements. The pod internal audit organization shoul d
determ ne and document personnel resources as to numbers and skills required to
provide audit coverage using @S a mninuma 3-year cycle for those major prograns
or functions determned to have a high vulnerability. Annual budget requests
should reflect the auit coverage shortfall when sufficient staffing and funding
are| not provided to accomplish high priority audit coverage wthin the 3-year
cycle.

3. Goals and njectives

a. Aformal process shoul d be devel oped for the establishment of orga-
ni zational goals and objectives. The goals and objectives should be designed
to promote i nprovements in the efficiency and effectiveness of audit operations
and staff qualifications, productivity, and job satisfaction. In devel oping
| ndi vi dual goal s and objectives, inputs should be solicited f ran senior audrt
managenent and staff nenbers.

b. A detailed action plan should be prepared for each goal and objective
Wi th estimated completion dates. The status of each action plan should be
tracked and adj usted as necessary. Responsibility for inplenentation of action
pl ans shoul d be assigned and incorporated in applicable enpl oyee performnce
apprai sal docunents. The goals and objectives should be reviewed and updated on
an annual basis, as appropriate.
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E.  poLIcIES AND PROCEDURES

1. General

a. The head of the pminternal audit or?anization shal | provide witten

|icies and procedures to guide the audit staff. DD auditing standards and
licies, as well as DobMilitary Departnent regulations, shall be inplenmented

po
po . :
In organizational directives or regulations.

_ b. An auditor's handbook or manual shoul d be prepared covering the poli-
cies, procedures, techniques, and methodol ogies to be f ollowed by the staff in

planning, performng, and reporting audit activities. The principal value of an
audi tor”™s handbook or manual is threefold:

| (1) It serves as a ready reference for the staff to use in per-
formng audits.

(2) It helps the audit staff make decisions regarding a broad array
of | udgmental factors encountered in every audit.

(3) It serves as a quality control device.
_ c. Procedures for supervisory auditors should be developed to cover
their specific responsibilities in planning and managing individual audit
proj ects.

2. Assessing Accomplishments

a. In order to evaluate organizational performance, each audit orga-
ni zation should have a data base system (S) that provides, at @ minimum, for
comparing act ual and Planned performance on individual mjor audit projects
(single i nstal | ation level audits may be excluded) , neasuring audit resources
devoted to various functional areas, tracking direct and indirect audit time
and/ or cost, and accumulating monetary and ot her benefits resulting f ran audits.

b. The data generated by these data systeins should be analyzed
Periodically to identify deviations f ran pIanned_Perf ormance, asSesS deviations
[ ran predetermned standards or goals, and identify performance trends. The
information gathered fram such eval uations should be used to devel op plans to
inprove the efficiency and ef f activeness of a® it operations. Such improvements,
for exanple, maght result in an inproved planning process, identification of more
cost-ef fective approaches to audits, reorganization of headquarters or field
operations , and justification for additional resources.

3. Productivity Prograns

a. The head of each poD internal audit organization shall establish and
| npl enent a Productivity Inprovenent Programin support of Executive Order 12552
(reference (qq)J. The goal of the program should be to inprove the quality,
timeliness, and efficiency of the audit organization.

‘b. Each pob internal audit organization should establish effectiveness
and efficiency nmeasures and goal S commensurate Wi th the camplexity of its m ssion
and functions, budget, and standards for quality and tineliness.
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F. PLANNI NG

1. an organi zational planning process should be provided to ensure that the
audit organi zation keeps pace with changes in DobMilitary Departnent prograns ,
ener?|ng technol ogies, and other external developments. Organizational planning
involves the estimating or anticipating of the type of organizational structure,
manpower, facilities, training needs, audit techni'ques, etc., needed to direct an
effective audit function over a long period of tine.

2. C}?an[zatiqnal planning requires that senior audit managenent off icials
obtain sufficient informtion from external sources to anticipate changing con
ditions and develop long-termstrategies. This may be done by participating in
prof essi onal organi zati ons and state-of-the-art conferences, SPONSOring research
or testing of new auwdit techniques or nEthodoIo?ies, and neeting wth senior Da,
Mlitary Department, or other Federal Agency officials.

G. INERAL AUDI T ORGANI ZATI ON QUALIFICATIONS

The pod internal audit organization shall possess or obtain the know edge,
skills, and disciplines needed to carry out its audit responsibilities. Formal
documentation shoul d exi st covering the analysis of skill needs and the iden-
tif ication of shortf ails in nunbers of personnel by skill level. A plan should
be devel oped to address any shortfalls through the recruitnent of personnel,
training programs, and/or use of personnel external to the audit organization.
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